Federal Award Findings, Questioned Costs and Corrective Action Plan
(Reformatted from the FY 2015 Single Audit Report)

2015-101

CFDA No. and Name: Not applicable
Questioned Costs: N/A

Finding

Criteria: Office of Management and Budget (OMB) Circular A-133, Audits of States, Local Governments, and Non-
Profit Organizations, §.320, requires the State to submit its Single Audit Reporting Package to the federal
clearinghouse no later than 9 months after fiscal year-end.

Condition and context: The federal reporting deadline for the State’s Single Audit Reporting Package was March
31, 2016; however, the State did not issue its Single Audit Reporting Package until June 2016 because of the late
issuance of the State’s Comprehensive Annual Financial Report (CAFR).

Effect: The late submission affects all federal programs the State administered; however, this finding does not
result in a deficiency in internal control over compliance or noncompliance for the individual federal programs, as
this was not caused by the programs’ administration.

Cause: As discussed in finding 2015-01, the late completion of the State’s CAFR contributed to the late submission
of its Single Audit Reporting Package.

Recommendation: The State should improve its financial reporting process so that it can submit its Single Audit
Reporting Package to the federal clearinghouse no later than 9 months after fiscal year-end.

Agency Response: Concur

The FY15 State of Arizona Single Audit Reporting Package is expected to be completed in June 2016. The Single
Audit Reporting Package is dependent upon the completion of the State's Comprehensive Annual Financial Report
(CAFR) which has been held up due to the delay of receipt of the financial statements for the Arizona Department
of Transportation (ADOT). The ADOT financial statements are a significant portion of the State's financial activity.
The delay is the result of complete turnover in ADOT'’s staff producing the agency's financial statements and the
limited availability of other resources to assist due to the implementation of the State's new accounting system.
The State will develop and implement a plan to allow submission of the Single Audit by the established March 31
due date.

2015-102

CFDA No. and Name: Various

Award Numbers and Years: Various

Federal Agency: Various

Compliance Requirement: Allowable Costs/Cost Principles
Questioned Costs: $166,663

Finding

Criteria: In accordance with 2 Code of Federal Regulations (CFR) §225, Appendix A, C.1.b and 3.a, costs charged to
federal programs should be based on the relative benefits received.

Condition and context: The State of Arizona (State) did not comply with the allowable costs/cost principles

requirements with respect to Arizona Strategic Enterprise Technology (ASET) Office’s information technology

service costs charged to federal programs administered by various state agencies. Arizona Revised Statutes §41-

3505 created the Information Technology Fund for ASET to provide information technology services and for state

agencies to pay for these services with a 0.2 percent charge of the agency’s total payroll expenditures each pay
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period. A portion of the charge is for technology project oversight services ASET provides and administration of
the state and local implementation grant program (SLIGP). However, these services were determined to be
unallowable because the services involved were not chargeable in accordance with relative benefits received.

Effect: The State’s Department of Administration (Department) has determined these charges totaled $166,663
during fiscal year 2015. The Department has not compiled the information for disallowed costs by federal program
for each agency. It was not practical to extend our auditing procedures sufficiently to determine whether the
amount was properly calculated and whether any additional questioned costs resulted from this finding. This
amount is still subject to review and approval by the U.S. Department of Health and Human Services. This finding
could potentially affect all federal programs administered by the affected state agencies that incurred payroll
costs.

Cause: The noncompliance resulted from a statutory requirement that these programs be charged for technology
project oversight services and the SLIGP administration costs and, therefore, was not caused by the federal
programs’ administration.

Recommendation: The State should ensure that services provided within the Information Technology Fund are not
charged to federal programs unless treated as direct costs or allocated using an equitable allocation basis. In
addition, the Department should monitor bills being considered in the Arizona State Legislature to help ensure that
unallowable costs to federal programs will not be incurred in the future if the bill is enacted into law.

This finding is similar to prior-year finding 2014-101.

Agency Response: Concur

The State has continued to make improvements and has implemented methodology believed to be consistent with
established cost principles effective for FY16. This is a cross-cutting finding and is appropriately being addressed

with the U.S. Department of Health and Human Services, Cost Allocation Services (DHHS-CAS) for the payment and
appropriate resolution of the questioned costs.

2015-103

CFDA No. and Name: Various

Award Numbers and Years: Various

Federal Agency: Various

Compliance Requirement: Allowable Costs/Cost Principles
Questioned Costs: $9,494,055

Finding

Criteria: In accordance with 2 Code of Federal Regulations (CFR) §225, Appendix A, C.1.b and 3.a, costs charged to
federal programs should be based on the relative benefits received.

Condition and context: The State of Arizona (State) did not comply with the allowable costs/cost principles
requirements with respect to the following legislatively mandated fund transfers:

e House Bill 2004 of the 51st Legislature, First Special Session, Chapter 4, §7, and House Bill 2707 of the 51st
Legislature, Second Regular Session, Chapter 13, §8, directed the transfer of monies from the State’s Risk
Management Revolving Fund to the Arizona Navigable Stream Adjudication Commission for unpaid legal
obligations.
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e House Bill 2703 of the 51st Legislature, Second Regular Session, Chapter 18, §139, mandated fund balance
transfers from the Special Employee Health Insurance Trust Fund to the State’s General Fund to help provide
adequate support and maintenance for state agencies.

e House Bill 2703 of the 51st Legislature, Second Regular Session, Chapter 18, §138, mandated fund balance
transfers from the State’s Automation Operations Fund to the State’s Automation Projects Fund.

Further, the Department of Public Safety (Public Safety) transferred monies from its Automation Operations and
Risk Management Funds to a fund that was used to pay department-wide and administrative costs.

A portion of these balances transferred included federal monies and was therefore unallowable since the transfers
were not based on the relative benefits received.

Effect: The State’s Department of Administration (Department) has determined these transfers total federal
portion to be $9,494,055 during fiscal year 2015. The Department has not compiled the information for the
disallowed costs by federal program for each grantor agency. It was not practical to extend our auditing
procedures sufficiently to determine whether any additional questioned costs resulted from this finding or to
identify all the federal programs this finding affected. This amount is still subject to review and approval by the
U.S. Department of Health and Human Services. This finding could potentially affect all federal programs
administered by state agencies that had legislatively mandated or directed transfers.

Cause: The noncompliance for the mandated and directed transfers resulted from state legislation and, therefore,
was not caused by the Federal programs’ administration. Further, for the transfers completed by the Public Safety,
the Public Safety was unaware that transfers that include Federal monies should be based on the relative benefits
received.

Recommendation: The State should ensure that legislatively mandated and directed transfers do not include
Federal program monies. In addition, the Department should monitor bills being considered in the Arizona State
Legislature to help ensure that unallowable costs to Federal programs will not be incurred in the future. Finally,
the Department should ensure all agencies are aware that transfers that include Federal monies should be based
on the relative benefits received.

This finding is similar to prior-year finding 2014-102.
Agency Response: Concur

We have an established process in place for monitoring legislation. On multiple occasions we have advised that
these transfers were, in our opinion, not consistent with established Federal cost principles and would probably
result in an obligation to the Federal government. Until the State changes its approach to the transfer of monies,
there will likely continue to be disallowed costs which will require repayment with applicable interest.

This is a cross-cutting finding and is appropriately being addressed with the DHHS-CAS, for the payment and
appropriate resolution of the questioned costs. We agree and commit to continue to work with DHHS-CAS and
appropriate bodies within the State, to the best of our ability, to find an equitable resolution to this issue. It should
be noted that the number of fund transfers required by legislation have diminished significantly.

2015-104
Cluster Name: Student Financial Assistance Cluster
CFDA No. and Name: 84.007 Federal Supplemental Educational Opportunity Grants (FSEOG)

84.033 Federal Work-Study Program (FWS)
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84.038 Federal Perkins Loan (FPL)—Federal Contributions

84.063 Federal Pell Grant Program (PELL)

84.268 Federal Direct Student Loans (DIRECT LOAN)

84.379 Teacher Education Assistance for College Higher Education Grants
(TEACH GRANTS)

84.408 Postsecondary Education Scholarship for Veteran’s Dependents (IRAQ
and AFGHANISTAN SERVICE GRANTS (IASG))

Award Numbers and Years: Various; July 1, 2014 through June 30, 2015
Federal Agency: U.S. Department of Education
CFDA Nos. and Names 93.264 Nurse Faculty Loan Program (NFLP)

93.342 Health Professions Student Loans, Including Primary Care Loans and
Loans for Disadvantaged Students (HPSL/PCL/LDS)

93.364 Nursing Student Loans (NSL)

93.925 Scholarships for Health Professions from Disadvantaged Backgrounds

Award Numbers and Year: Various; July 1, 2014 through June 30, 2015
Federal Agency: U.S. Department of Health and Human Services
Compliance Requirement: Special Tests and Provisions

Questioned Costs: N/A

Finding

Criteria: For PELL and DIRECT LOAN programs, 34 CFR §685.309(b) and §690.83(b)(2) require institutions to
accurately report student enrollment status changes to the National Student Loan Data System (NSLDS). Student
enrollment status changes include reductions or increases in attendance levels, withdrawals, graduations, or
approved leaves-of-absence. These changes must be reported within 30 days, unless an enrollment reporting
roster will be submitted within 60 days.

Condition and context: The three Universities administering the Cluster did not have adequate internal control
procedures to ensure that all student enrollment status changes were reported to NSLDS accurately and/or within
the required time periods. Specifically, the following discrepancies were noted:

e The University of Arizona (UofA)—For 6 of 25 students tested, auditors noted errors in the students’ enrollment
status changes reported to the NSLDS.

e Arizona State University (ASU)—For 2 of 40 students tested, auditors noted enrollment status changes were
reported 18 days late to the NSLDS.

e Northern Arizona University (NAU)-For 3 of 25 students tested, auditors noted errors in the students’
enrollment status changes reported to the NSLDS, and a change for 1 of the 25 students tested was reported
229 days late to the NSLDS.

Effect: The Universities did not comply with the enrollment-reporting requirements of 34 CFR §685.309(b) and
§690.83(b)(2). Consequently, student enroliment statuses in the NSLDS were not always accurate and/or reported
in a timely manner.

Cause: The Universities used a third-party servicer to report enrollment status changes to NSLDS but did not have
adequate internal control procedures to verify that changes were reported to the NSLDS accurately and/or in a
timely manner. Further, UofA and NAU did not have adequate internal control procedures to identify all student
enrollment status changes within their accounting systems.
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Recommendation: The Universities should implement internal control procedures to ensure that they identify all
student enrollment status changes required to be reported, accurately report the changes, and monitor changes
submitted by the third-party servicer to ensure the student enrollment status changes reported to the NSLDS are
accurate and reported within required timelines.

Agency Response: Concur
ASU Response:

The National Student Clearinghouse serves as a single point of contact for the collection and timely exchange of
accurate enrollment, degree, and certificate data, which NSC submits to the National Student Loan Data System
(NSLDS) on behalf of most postsecondary institutions in the U.S., including Arizona State University. Specifically,
ASU submits a monthly file of graduated students to the NSC for submission to NSLDS. For the two students in the
audit finding degrees were posted shortly after the monthly graduation file was sent and the cut-off for NSLDS
submission was missed.

ASU will implement internal procedures to ensure that the graduated student files are submitted to NSC in a timely
manner to support reporting to NSLDS within the required 60 day reporting period. This may include sending
graduated status changes more frequently, and monitoring when these files are submitted by NSC to NSLDS.

NAU Response:

In regard to the deficiencies noted by the auditors, Northern Arizona University has addressed the enrollment
status changes that were inaccurately reported to NSLDS for 3 of 25 students tested:

Through an internal review of our enrollment reporting practices in April 2015 it was determined that the
withdrawal date for students who unofficially withdrew from the semester was being reported outside the
required timeframe. Through the collaboration of the Office of Scholarships and Financial Aid and the Registrar’s
office, Northern Arizona University developed a new process that would report this population accurately. Our
first correction file to NSC occurred on October 20, 2015. Since then we have run this process regularly. The 2014-
2015 year is the last year that these errors occurred.

Of students tested, 1 of 25 was reported 225 days late to NSLDS:

The late reporting by NSC to NSLDS of the one student occurred in May, 2015. We will improve our current
process of spot checking. We will spot check 50 enrollment records each quarter. We will evidence our review by
initialing and dating the NSC file once the review has been complete.

U of A Response:
The University of Arizona will take the following corrective actions in response to the enrollment reporting issues.

Issue: Incorrect enrollment status due to imbedded repeat code rules within our PeopleSoft SIS.
Response: Two students were reported with more units than they should have due to a system configuration
that determines the counting of class attempts and the GPA value of repeated coursework. This configuration
matches the University of Arizona’s academic policy, but inadvertently caused withdrawn classes that violated
university repeat policy to count as attempted units. The repeat process was initiated half-way through the
term so the effect on student enrollment was inadvertent and not realized.
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e Process Correction: PeopleSoft repeat codes for withdrawn classes will be reconfigured to exclude them
from the repeat process and thus withdrawn classes will not count as attempted units, even though this
conflicts with University of Arizona academic policy. This correction will be in effect beginning with the
next term, Summer 2016.

Issue: Perceived withdrawal, not accurate
Response: One student was reported correctly for Spring 2015 as full-time. The first Spring 2015 SSCR was
processed prior to our first submission to NSC which caused the student to appear as withdrawn for a second
time and consequently dropped from the SSCR roster. The student was subsequently reported as full-time for
Spring 2015, but this was not recognized due to the student’s missing status on the SSCR.

e Process Correction: On December 31, 2015, the National Student Clearinghouse (NSC) implemented an
enhancement, which sends to NSLDS students who 1) previously appeared on a Clearinghouse roster and
2) are actively enrolled at a school. This enhancement will prevent this issue from occurring in the future.

Issue: Withdrawals
Response: Three students processed withdrawals after the final NSC batch file for the term had been
submitted.

e  Process Correction: Registrar’s Office has created a report to identify late or retroactive changes in
enrollment status for students receiving federal aid. Registrar’s staff will update NSLDS records if the
transaction results in a different enrollment status for the student. This correction will be in effect
beginning with the current term, Spring 2016.

All individual student records have been updated in NSLDS as of March 10, 2016.

2015-105

CFDA No. and Name: 84.126 Rehabilitation Services—\Vocational Rehabilitation Grants to States
Award Numbers and Years: H126A130002, 2013; H126A140002, 2014; and H126A150002, 2015
Federal Agency: U.S. Department of Education

Compliance Requirement: Eligibility

Questioned Costs: None

Finding

Criteria: In accordance with 29 U.S. Code §722(a)(6), the Department of Economic Security (Department) must
determine whether an individual is eligible for vocational rehabilitation services within 60 days after the individual
has submitted an application for the services unless the Department and the applicant agree to an extension.

Condition and context: The Department’s Division of Employment and Rehabilitation Services, Rehabilitation
Services Administration (Administration), did not determine applicant eligibility within 60 days or within the
extension period for 11 of 40 applications tested. Specifically, for 11 of 40 applications tested, it took the
Administration between 66 and 192 days, or an average of 128 days, to either determine if the applicants were
eligible for the program or close the case. For 3 of the 11 items tested, the Administration had a properly signed
extension letter in the case file, but failed to determine eligibility within the extended time period. For another 4
of the 11 items tested, the Administration included an extension letter in the applicant’s case file; however, it
lacked the applicant’s signature evidencing that the individual agreed to a specific extension of time. For 3 of the
11 items tested, an extension letter was not prepared. Finally, for 1 item tested, the Administration included an
extension letter in the applicant’s case file; however, it was prepared after the 60-day period ended and lacked the
applicant’s signature evidencing that the individual agreed to a specific extension of time.

6



Federal Award Findings, Questioned Costs and Corrective Action Plan
(Reformatted from the FY 2015 Single Audit Report)

Effect: Failure to make timely eligibility determinations may result in delayed services.

Cause: The Administration did not always follow its policies and procedures and react to system alerts that open
applications were close to the 60-day eligibility determination requirement or retain documentation of a specific
extension of time signed by both the Administration and applicant.

Recommendation: The Administration should provide adequate supervision of its case workers and enforce the
following policies and procedures to help ensure compliance with eligibility requirements.

Determine an applicant’s eligibility within 60 days of the application submission date.

When eligibility cannot be determined within 60 days, prepare a letter before the end of the 60- day eligibility
period to establish a specific extension of time to justify exceeding the 60-day period. This letter should be signed
by both the Administration and the applicant. Also, an applicant’s eligibility should be determined within the
extension period.

Further, the Administration should react to the computer information system alerts that open applications were
close to the 60-day eligibility determination requirement.

This finding is similar to prior-year finding 2014-104.
Agency Response: Concur

Rehabilitation Services Administration (RSA) has reviewed the findings on the 40 sample cases tested and agrees
with the findings.

In relation to these findings, RSA would like for it to be noted 6,369 cases were moved through the eligibility
determination process during federal fiscal year 2015. The applied risk stratification sample assessment accounts
for less than one percent of the total work completed by RSA staff as it relates to eligibility determination.

RSA began working with the Office of Inspector General (OI1G), Office of Research, Analysis and Planning (RAP) in
March 2015. Implementation of OIG/RAP recommendations and RSA's execution of internal monitoring, tracking,
and weekly audits began in June 2015. Since June 14, 2015, RSA staff determined eligibility on 2,069 clients within
an average of 42.6 days and a median of 35 days. This results in an average compliance rate of 90.1 %. The
reduction in number of days to determine eligibility is a result of several factors. In June 2014, RSA implemented a
centralized tracking mechanism whereby every application and associated eligibility was monitored. A weekly list
of pending eligibilities is produced and disseminated to all counselors, supervisors, and management. Follow up
and responses are required to be produced and are reviewed by executive management with additional follow up
and action taken as necessary. Additionally, a measure of eligibility determination timeliness was added to both
the counselor and supervisor performance rating. Counselors and supervisors who demonstrated an inability to
meet eligibility timelines 90% of the time received a "Does Not Meet" rating and corrective action plans have been
instituted.

RSA will continue to intensely monitor, manage and ensure that RSA staff understands and adheres to applicable
eligibility policies and procedures in order to meet the eligibility compliance requirements.

RSA will conduct the following activities:
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1. Implement a training module to train supervisors and counselors on the automated eligibility tracking
mechanisms through RSA's case management system.

2. Ensure eligibility extension letters are prepared prior to the 60 day eligibility timeline and ensure that this
documentation is signed by the applicant and retained in the client's file.

3. Continue to provide mandatory eligibility compliance training to all newly hired supervisors and counselors.
The course will be followed by a mandatory Eligibility Compliance Test with a requirement to pass the test
with a 100%.

4. Continue to include a performance measure on the supervisor and counselor Managing Accountability and
Performance (MAP) to track compliance and institute Performance Improvement Plans with supervisors and
counselors who are not meeting the 60 day eligibility timeframe or have failed to execute a valid eligibility
extension with required client signatures.

5. Continue utilizing an aging tracking report which alerts counselors, supervisors, managers, deputies, and
administrator of timeliness of eligibility determination.

6. Continue to conduct weekly eligibility audits and a roll up audit on a monthly basis and alert counselors,
supervisors, managers, deputies, and administrators of results.

7. Continue to track eligibility compliance results on weekly scorecard metrics.

2015-106

CFDA No. and Name: 84.126 Rehabilitation Services—Vocational Rehabilitation Grants to States
Award Numbers and Years: H126A130002, 2013; H126A140002, 2014; and H126A150002, 2015
Federal Agency: U.S. Department of Education

Compliance Requirement: Special Tests and Provisions

Questioned Costs: None

Finding

Criteria: In accordance with 29 U.S. Code §722(b)(3)(F), the Department of Economic Security (Department) must
develop an individualized plan for employment as soon as possible, but no later than 90 days after the date of
eligibility determination, unless the Department and the eligible individual agree to an extension of that deadline
to a specific date the individualized plan for employment will be completed.

Condition and context: The Department’s Division of Employment and Rehabilitation Services, Rehabilitation
Services Administration (Administration), lacked policies and procedures for the timely completion of
individualized plans for employment. Consequently, for two of ten case files tested, the Administration did not
develop an individualized plan for employment within 90 days or obtain an extension.

Specifically, it took the Administration 102 days to document the individualized plan for employment in one case
file and 93 days for the other case file.

Effect: Failure to develop timely individualized plans for employment may result in delayed services.
Cause: The Administration did not have policies and procedures in effect to ensure that individualized plans for
employment were developed no later than 90 days after the determination of eligibility or the agreed-upon

extension date.

Recommendation: To help ensure compliance with grant requirements, the Administration should establish
written policies and procedures that include the following:

e Ensuring a participant’s individualized plan for employment is completed no later than 90 days after the
eligibility determination date or within the extension period.
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Preparing a letter before the end of the 90-day period to establish a specific extension of time when an
individualized plan of employment cannot be completed within 90 days. This letter should be signed by both
the Administration and the participant.

In addition, the Administration should provide adequate supervision of its case workers and enforce its policies
and procedures to help ensure compliance with grant requirements.

Agency Response: Concur

Rehabilitation Services Administration (RSA) has reviewed the findings and agrees with the findings.

RSA will conduct the following activities:

Pw

Update the Extension of Individualized plan for employment (IPE) Implementation form in the case
management system.
Ensure eligibility extension letters are prepared prior to the 90 day IPE timeline and ensure that this
documentation is signed by the applicant and retained in the client's file.
Mandate the use of the Action Alert list in the case management system.
Develop an IPE implementation training module with emphasis on IPE timeline compliance.
Implement IPE implementation training for all new counselors and supervisors. The course will be followed by
a mandatory IPE implementation compliance test with a requirement to pass the test with 100%.
Utilize an aging tracking report which alerts counselors, supervisors, managers, deputies, and the director of
Vocational Rehabilitation cases exceeding the 90 day IPE implementation timeframe.

o Provide a list of untimely cases to the supervisors for action

o Require supervisors to provide a report of actions taken to implement the IPE or move to close the

case

Require regional managers to review untimely case reports biweekly to identify trends by office/counselor.
Implement Performance Improvement Plans and/or provide coaching opportunities for staff consistently not
meeting timelines.
Continue to include a performance measure on the supervisor and counselor Managing Accountability and
Performance (MAP) to track compliance and institute Performance Improvement Plans with supervisors and
counselors who are not meeting the 90 IPE implementation timeframe or have failed to execute a valid IPE
extensions with required client signatures.

10. Continue to track IPE compliance results on weekly scorecard metrics.

2015-107

CFDA No. and Name: 84.126 Rehabilitation Services—Vocational Rehabilitation Grants to
Award Numbers and Years: H126A130002, 2013; H126A140002, 2014; and H126A150002, 2015
Federal Agency: U.S. Department of Education

Compliance Requirement: Earmarking

Questioned Costs: None

Finding

Criteria: In accordance with 29 U.S. Code §730(d), the Department of Economic Security (Department) must
reserve at least 15 percent of their Vocational Rehabilitation (VR) allotment for the provision of pre-employment
transition services to students with disabilities who are eligible, or potentially eligible, for VR services.

Condition and context: The Department’s Division of Employment and Rehabilitation Services, Rehabilitation
Services Administration (Administration), lacked policies and procedures to ensure this requirement was met. The
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Administration did not establish a reserve for the provision of pre- employment transition services to students
with disabilities who are eligible, or potentially eligible, for VR services. Consequently, the Administration
expended only $5,493,003, or 9.9 percent of the fiscal year 2015 allotment, for the provision of pre-employment
transition services.

Effect: Failure to establish policies and procedures could result in not providing services to potential clients.

Cause: The Administration did not have policies and procedures to ensure that the amounts of funds available for
the pre-employment transition services were reserved.

Recommendation: To help ensure compliance with earmarking requirements, the Administration should establish
written policies and procedures to reserve the required amount of the VR allotment for pre-employment transition
services to students with disabilities who are eligible, or potentially eligible, for VR services.

Agency Response: Concur
Rehabilitation Services Administration (RSA) has reviewed the findings and agrees with the findings.

RSA will conduct the following activities:

1. Separate budgets have been set up in the statewide financial system, earmarking 15% of the State's
Vocational Rehabilitation allotment for each fiscal year, for the provision of services under pre-employment
transition services.

o This will ensure that required funds are reserved and expenditures identified and tracked separately
to meet the threshold.

2. The Division of Employment and Rehabilitation Services' Finance and Budget Unit (FBU) will prepare a monthly
expenditure report to track the data pertaining to pre-employment transition services.

3. Develop separate function codes so staff can document and record time spent on pre-employment transition
service provision.

4. Inform affected field staff of ability to record time with separate function code when conducting pre-
employment transition services with clients and potentially eligible clients.

5. Explore alternative service programming options to increase pre-employment transition services
expenditures.

2015-108

CFDA No. and Name: 17.225 Unemployment Insurance

Award Numbers and Years: UI-18007-09-55-A-4, 2009; UIl-21086-11-55-A-4, 2011; UI-22261-12-55-A-4,
2012; UI-23879-13-55-A-4, 2013; UI-26382-14-60-A-4 and UI-25189-14-55-A-4,
2014; and UI-26521-15-55-A-4, 2015

Federal Agency: U.S. Department of Labor

Compliance Requirement: Reporting

Questioned Costs: None

Finding

Criteria: In accordance with 29 CFR §97.20(b)(1)-(3), and (b)(6), Subpart C, the Department of Economic Security
(Department) must report financial information through authorized reports in accordance with federal agency
instructions, maintain internal controls over reporting to provide reasonable assurance that federal program
reports are accurate and reliable, and report information that agrees to its financial records.

Condition and context: The Department’s Unemployment Insurance Administration (Administration) did not
accurately prepare or provide support for various fiscal year 2015 unemployment insurance reports. Additionally,
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the Division submitted its quarterly ETA 581— Contribution Operations report, ETA 227 —Overpayment Detection
and Recovery Activities report, and ETA 227—EUC—Overpayment Detection and Recovery Activities report
without an independent review and approval by a knowledgeable person. Further, the Administration did not
document an independent review of its ETA 191—Financial Status of UCFE/UCX report. Auditors noted errors in 4
of the 13 reports tested. Specifically, auditors noted the following:

e For the March 31, 2015, quarterly ETA 581—Contribution Operations report, the financial management
system did not support amounts reported for Liquidated Contributory Employers Receivables of $3,672,800
and for Liquidated Reimbursing Employers Receivables of $134,639.

e For the September 30, 2014, quarterly ETA 227—Overpayment Detection and Recovery Activities report, Ul
and UCFE/UCX Nonfraud Recovered for Other States was reported as SO although system reports identified
$120,115 and $456 in recoveries, respectively. Additionally, the Administration could not support the
following reported amounts:

Section A. Overpayments Established—Causes
Cause Ul UCFE/UCX EB
Total—Fraud, Nonfraud and Penalty S 4,046,115 S 34,657 $3,133

Section C.Recovery/Reconciliation

Fraud Nonfraud
Item ul UCFE/UCX EB ul UCFE/UCX EB
Additions (Subtractions) | $(1,790,037) $16,980 $(42,958) $(3,174,276) $(57,998) $169,449

e For the September 30, 2014, quarterly ETA 227—EUC—Overpayment Detection and Recovery Activities
report, the Administration could not support the following reported amounts:

Section A.Overpayments Established—Causes
Cause ul UCFE/UCX
Fraud-Total $595,087 $1,923
Nonfruad-Total $182,089 $891
Section C.Recovery/Reconciliation
Fraud Nonfraud

ltem Ul UCFE/UCX Ul UCFE/UC X

Additions (Subtractions) $(830,933) $(1,496) $(1,814,742) $23,346

e  For the June 30, 2015, quarterly Trade Act Participation Report (TAPR), the Administration did not report 3rd,
2nd, and 1st Quarter Wages Prior to Participation for the 225 participants who had not exited the program.

Effect: The Administration submitted incorrect financial data to the federal grantor that may result in potential
errors in analysis or other determinations. This finding did not result in questioned costs because the reports were
not used to request reimbursement of federal expenditures.

Cause: The Administration did not adequately implement review procedures to ensure that all relevant financial
data was included on the ETA 581, ETA 227, and TAPR reports. Furthermore, as a result of some programming
deficiencies in system-generated reports, the Administration made manual adjustments to the ETA 581 and ETA
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227 reports to report ending balances that were not supported by the financial management system, and critical
information was omitted from the TAPR report.

Recommendation: To help ensure compliance with reporting requirements, the Administration should establish
written policies and procedures that include retaining documentation to support the amounts reported on federal
reports. Also, the policies and procedures should include a knowledgeable person’s documented review of federal
reports before they are submitted to the U.S. Department of Labor to help ensure they are complete and accurate.
Finally, the Administration should investigate the system deficiencies and correct programming errors to ensure
that the generated internal reports are accurate and support various financial information.

Agency Response: Concur

ET A-191 Report
Anticipated completion date: Effective immediately

The Administration implemented new review procedures for the ETA 191 report, effective December 2015. A Ul
Accountant Il will prepare the report and provide the data for managements review prior to the quarterly
submittal. The Ul Budget manager will review the data and a draft of the report, for quality control. To ensure
timely filing of the ETA 191 report, approval or feedback will be provided to the Accountant Il no later than 22nd
day of the month following the quarter end date, for final revisions and transmittal in the state menu to the
Department of Labor (DOL).

ETA-581 Report
Anticipated completion date: September 30, 2016

The ETA-581 (Quarter ending 03-31-15) Contributory Liquidated and Reimbursing Employer Receivable amounts
requires modification and resubmission. In addition, the ETA-581 report requires system review and modification
to capture the accurate receivable amounts. The Business Technology Solutions (BTS) unit will assist with the
review and will provide the universe of data for the Contributory Liquidated and Reimbursing Employer Receivable
amounts. The ETA-581 will be amended and resubmitted to DOL with the adequate Contributory Liquidated and
Reimbursing Employer Receivable amounts. In addition, knowledgeable program specialist staff will review the
ETA581 report before submission to ensure the information being transmitted to DOL is correct. The estimated
completion date is to occur no later than September 30, 2016.

ETA 227 Report
Anticipated completion date: December 31, 2016

The Administration agrees that the system deficiencies should be investigated and programming errors corrected
to ensure that the generated internal reports are accurate and support data contained on the ETA 227 report.

The BTS unit is currently performing a thorough investigation of the ETA 227 report in order to identify existing
deficiencies. An analyst has been assigned to this task and has identified a few potential causes for discrepancy.
This is a lengthy process as every transaction that can impact an overpayment and the ETA 227 report, has to be
executed individually and the results analyzed for accuracy. One issue has been identified and programming
changes for that issue are currently being tested.

A secondary review process for the ETA 227 report, prior to transmittal to DOL, was implemented effective January

1, 2016. The last two quarterly submissions were reviewed and approved by upper management (quarter ending
12/31/2015 and quarter ending 3/31/2016) for quality control. Procedures are under development to clearly
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Federal Award Findings, Questioned Costs and Corrective Action Plan
(Reformatted from the FY 2015 Single Audit Report)

identify compilation of the quarterly ETA 227 report by support staff and the secondary review process by upper
management.

Trade Act Participation Report (TAPR)
Completed as of March 2016

The TAPR was not programmed to capture the wages prior to participation for individuals who had not yet exited
due to interpretation of the Federal Specifications. The TAPR is now programmed to capture the wages prior to
participation; this data was included in the two most recent TAPRs-Quarter ending 12/31/15 and Quarter ending
3/31/16.

The TAPR is programmed by our system host, America's Job Link Alliance (AJLA). Technical support with AJLA
explained that the capturing of wages prior to participation on the TAPR is not a mandatory requirement by the
Department of Labor; however, the TAPR is now capturing this data. Below is the explanation from AJLA technical
support as to why the TAPR was not capturing the wages prior to participation for participants who had not yet
exited the program:

Why wasn't the TAPR capturing wages prior to participation on Trade Adjustment Assistance (TAA) participants
who had not yet exited?

a. The instructions in the TAPR Handbook appear to require the reporting of prior to participation wages
consistent with outcome reporting. As no specific edit check for date exists for the prior to participation
wages based on date of participation and the TAPR handbook does not specifically say that prior to
participation wages must be reported prior to exit. Rather as noted below, the Handbook implies that these
wages are for performance outcomes, which are all exit based, not participation based. While D.2 indicates
that information should appear within six months following the report quarter referenced in the data element,
this appears to be a non-mandatory requirement.

i.  D.01: Employment and Job Retention Information
1. This section tracks performance-related outcomes for the participant, including:
a. Whether the participant was employed in the first, second, third and fourth quarter after exit,
b. Type of verification used to identify participant's reemployment status in the first, second, third
and fourth quarter after exit,
c. The type of employment that the participant may have obtained after exit,
d. Whether the participant was recalled by their trade affected employment.
2. The 21 Data elements that report information in this section should appear within six months
following the report quarter referenced in the data element.
ii. D.02: Wage Record Information
1. This section tracks information that is used to track the participant's performance outcomes in the
program, including:
a. Wage data for three quarters prior to participation, and
b. Wage date for four quarters after program exit.
2. Data elements that report information in this section should appear within six months following the
report quarter referenced in the data element
2) Are we now capturing the wages prior to participation for those T AA participants who have not yet exited?
a. Yes, we have reported the wages prior to participation for both the 12/31/2015 and 03/31/2016 quarters.

2015-109
CFDA No. and Name: 17.225 Unemployment Insurance

13



Federal Award Findings, Questioned Costs and Corrective Action Plan
(Reformatted from the FY 2015 Single Audit Report)

Award Numbers and Years: UI-18007-09-55-A-4, 2009; UI-21086-11-55-A-4, 2011; UI-22261-12-55-A-4,
2012; UI-23879-13-55-A-4, 2013; UI-26382-14-60-A-4 and UI-25189-14-55-A-4,
2014; and UI-26521-15-55-A-4, 2015

Federal Agency: U.S. Department of Labor
Compliance Requirement: Special Tests and Provisions
Questioned Costs: None

Finding

Criteria: In accordance with the program-integrity requirements of Trade Adjustment Assistance Extension Act of
2011, Public Law 112-40, § §251(a) - (b) and 252(a), the Department of Economic Security (Department) must:

e Charge an employer’s unemployment compensation account when the employer or its agent’s actions led to
an improper payment and a pattern of failure has been established.

e Impose a monetary penalty of not less than 15 percent to claimants whose fraudulent acts result in
overpayments.

e Maintain policies and procedures to identify overpayments and classify them in a manner that allows the
Department to take appropriate follow-up action.

Also, in accordance with the quality control requirements of 20 CFR §§602.11(d) and 602.21(c), the Department is
required to operate a quality control program to assess the accuracy of unemployment insurance benefit
payments and denied claims. The Benefit Accuracy Measurement State Operations Handbook, ET Handbook No.
395, 5th Edition (Handbook), requires the Department to complete a minimum number of case investigations
within a specified time frame and a summary of investigation that includes a narrative explaining pertinent facts
for each case. Further, case findings should be accurately reported and recorded.

Condition and context: The Department’s Unemployment Insurance Administration (Administration) did not
comply with program-integrity requirements designed to address improper unemployment compensation
payments. Specifically, auditors noted the following deficiencies:

e The Administration did not always evaluate and document the adequacy of employer information request
responses related to employee separations and did not have a process to determine whether a pattern of
untimely or inadequate responses existed. As a result, the Administration may not have charged employers’
unemployment compensation accounts when the employer or its agent’s actions led to an improper payment.

e The Administration did not properly classify 2 of 40 overpayments tested. Specifically, 1 overpayment was
classified as nonfraud although fraudulent. As a result, the Administration failed to assess the required 15
percent fraud penalty to the claimant. Additionally, another overpayment was classified as Regular
Unemployment Compensation although the overpayment was for the 2008 Emergency Unemployment
Compensation (EUC) program. In addition, for 2 of 40 overpayments tested, the Administration did not
accurately identify the method of detection. As a result of these errors, the ETA 227—0Overpayment Detection
and Recovery Activities report and ETA 227 —EUC—Overpayment Detection and Recovery Activities report
were inaccurate.

e The Administration uses its benefit management system to determine the amount of overpayment recoveries
to be returned to the appropriate unemployment insurance program.

e However, the system does not always apply recoveries according to federal regulations, which could result in
the Administration not returning monies to the appropriate unemployment insurance program.
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In addition, the Administration did not comply with the quality control requirements. Specifically, the
Administration’s Benefit Accuracy Measurement Unit (BAM Unit) did not always follow its policies and procedures
to ensure it reviewed the minimum number of cases during the time frame specified in the Handbook. Specifically,
for fiscal year 2015, the BAM Unit completed only 23 percent of case investigations within 60 days instead of the
required 70 percent, and 58 percent of case investigations within 90 days instead of the required 95 percent.
Further, for 9 of 40 cases tested, a summary of investigation was not completed. Additionally, for 1 of 40 cases
tested, the BAM Unit incorrectly reported the total overpayment of $106 as $118 to the Department of Labor.

Effect: The Administration did not comply with the program-integrity requirements. In addition, failure to operate
the BAM Unit program in accordance with the quality control requirements can result in noncompliance with
federal regulations and failure to identify overpaid, underpaid, or erroneously denied claims. Failure to accurately
report case findings inhibits the Administration’s ability to evaluate performance and assess the accuracy of
unemployment insurance payments.

Cause: The Administration did not have adequate policies and procedures or did not always follow its policies and
procedures to comply with program-integrity requirements. In addition, for quality control requirements, the BAM
Unit did not have adequate policies and procedures in place to complete case investigations in a timely manner
and did not always follow its policies and procedures to complete a summary of investigation. In addition, the
BAM Unit did not have adequate policies and procedures for supervisory reviews.

Recommendation: To help ensure compliance with program-integrity requirements, the Administration should
follow its policies and procedures to ensure that each overpayment is accurately identified and to evaluate and
document the adequacy of employer information request responses related to employee separations. Also, the
Administration should develop detailed policies and procedures to determine whether a pattern of untimely or
inadequate responses existed and charge an employer’s unemployment compensation account when the
employer or its agent’s actions led to an improper payment. Further, the Administration should investigate how its
benefits managements system applies overpayment recoveries and resolve differences between the system’s
application and federal regulations to help ensure that the Administration returns monies to the appropriate
unemployment insurance program.

In addition, to comply with the quality control requirements, the BAM Unit should develop policies and procedures
to help ensure it completes the minimum number of case investigations in a timely manner and establish
guidelines for the type of cases required to have a supervisory review and the appropriate level of review. Finally,
the BAM Unit should follow its policies and procedures to complete a summary of investigation that includes a
narrative explaining pertinent case facts.

Agency Response: Concur

Improper Payments
Anticipated completion date: September 30, 2016

Pattern of Failure—The Department agrees that it did not always evaluate and document the adequacy of
employer responses related to employee separations and did not have a process in place to determine whether a
pattern of inadequate responses existed.

The Administration identified the need to LEAN the process of evaluating and documenting the adequacy of
employer information (maximize customer value while minimizing waste) in an effort to properly code the
untimely and inadequate responses. During the LEAN process, a diversified group met to ensure that all aspects
were taken into consideration. In February 2016, the Administration added three staff members to the Base
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(Reformatted from the FY 2015 Single Audit Report)

Period Unit to replace staff lost due to attrition. Secondly, the Administration increased the number of documents
that each staff member must work daily from 60 to 80.

During the LEAN process it was identified that an additional eleven adjudication staff were needed to work the
number of documents presented to the department for processing. The Administration is in the process of hiring
the additional staff. Effective May 17, 2016, all State Information Data Exchange System documents presented to
the department are coded as "unworked" to ensure every document is reviewed for proper coding. UIA Policy
Broadcast #131 will be revised to ensure compliance with UIPL 02-12 Pattern of Failure. The revision will include
procedures for running queries to determine whether the employer has met the Pattern of Failure criteria.

Erroneous classification of overpayment-The Administration agrees that 2 out of 40 overpayments tested was
incorrectly classified and 2 out of 40 cases tested the method of detection was not identified properly.

In an effort to make it easier for claimants and staff to understand the overpayment classification, additional
wording has been added to the overpayment determinations. All adjudication and Benefit Payment Control

(BPC) staff were given an overview of the changes implemented in February 2016. Operations Manager will meet
with supervisors and staff to provide feedback and guidance. The supervisor will monitor to ensure the
appropriate staff completes the Administrative Penalties Training in reference to A.R.S. 23-778.

The BPC supervisors conduct a weekly review on a minimum number of overpayment cases, every effort will be
made to detect potential errors and will address them immediately.

Benefit Accuracy Measurement (BAM)
Anticipated completion date: December 31, 2016

The Department agrees with the BAM untimeliness findings. There was a major change in the reporting structure
for the BAM Unit. The BAM Unit, which included one supervisor and six investigator positions, was moved under
the supervision of the Office of Accountability (OA) beginning January 2013. This structure continued through June
2015 at which time the BAM unit was transferred back to the Unemployment Insurance Administration (UIA). In
2014, the BAM Unit lost 50 percent of their experienced investigators due to turnover. OA management chose to
only fill two of the three vacant positions; however, one of the newly hired staff lacked adjudication experience.

Upon return of the unit to UIA, the Ul Program Management staff identified and implemented several strategies to
assist in improving the BAM timeliness. These strategies included staff training, weekly monitoring of the cases
assigned, hiring of an additional investigator position, prior BAM experienced staff working untimely cases and
performance improvements plans when necessary. Current BAM procedures will be updated to include the
number of days a case must be submitted to the supervisor for review. The number of days will allow the
supervisor sufficient time to review the case and return to the investigator for any corrections and meet the
Department of Labor BAM timeliness requirements.

The Department will establish guidelines for the types of cases and the percent of cases that must be reviewed by
the supervisor prior to sign off. The Department also agrees that there was no summary of investigation written in
nine out of the forty cases tested and the total overpayment of one of the forty cases was incorrectly reported.
The total overpayment should have been $106.00 and was reported as $118.00. As part of the supervisor sign off
process, each case will be reviewed to ensure that the written summary is present and the correct over paid dollar
amounts are entered in each case file. If no summary is present or keying errors are identified, the case will be
returned to the investigator to write the summary and | or correct the entry prior to the supervisor signing off.

2015-110
CFDA No. and Name: 17.225 Unemployment Insurance
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Award Numbers and Years: UI-18007-09-55-A-4, 2009; UI-21086-11-55-A-4, 2011; UI-22261-12-55-A-4,
2012; UI-23879-13-55-A-4, 2013; UI-26382-14-60-A-4 and UI-25189-14-55-A-4,
2014; and UI-26521-15-55-A-4, 2015

Federal Agency: U.S. Department of Labor
Compliance Requirement: Cash Management
Questioned Costs: None

Finding

Criteria: In accordance with 31 CFR §§205.11, 205.12(b), and 205.33, Subpart A, the Department of Economic
Security (Department) must request federal monies in accordance with the funding techniques agreed to in the
Treasury-State Agreement. In addition, the funds transfer amount should be the amount the Department expects
to disburse.

Condition and context: The Department’s Financial Services Administration (Administration) did not always comply
with the applicable funding technique’s terms. Specifically, for two of nine funds transfers tested, the
Administration requested funds transfers for $1,029,555 and $1,757,310, which were $104,163 and $22,934,
respectively, more than the amount needed for expected expenditures. Further, two additional transfers totaling
$2,581,300 were requested 1 day earlier than the established dates in the Treasury-State Agreement.

Effect: The Administration did not comply with cash management requirements, which resulted in a positive cash
balance for 2 weeks.

Cause: The Administration had ineffective procedures to ensure that funds transfers were correct according to the
supporting documentation and requested in accordance with the Treasury-State Agreement. According to the
Administration, when requesting monies pursuant to the Treasury-State Agreement, the monies are not always
available for disbursement the following day because of a lag time in its financial system.

Recommendation: To help ensure compliance with cash management requirements, the Administration should
develop detailed procedures to determine the amount of monies needed for immediate cash requirements and
ensure that the funds transfer amount is properly supported and requested according to the Treasury-State
Agreement. Additionally, the Administration should work with the Treasury to ensure the Treasury-State
Agreement allows for funds to be requested in time for disbursement.

Agency Response: Concur

The overdrawn amounts were due to errors contained within the sheet performing the calculations for the draw.
As of May 2015, the sheets were corrected. We have built check figures into the sheet to ensure the proper
amounts are being drawn and the cash on hand adjustments are being made appropriately.

Guidelines have been further established and all administrative draws are now being performed in accordance
with department procedures to ensure that revenue is received in compliance with the Treasury State Agreement.
All administrative draws are coordinated by our funds control team via email.

2015-111

CFDA No. and Name: 17.225 Unemployment Insurance

Award Numbers and Years: UI-18007-09-55-A-4, 2009; UI-21086-11-55-A-4, 2011; UI-22261-12-55-A-4,
2012; UI-23879-13-55-A-4, 2013; UI-26382-14-60-A-4 and UI-25189-14-55-A-4,
2014; and UI-26521-15-55-A-4, 2015

Federal Agency: U.S. Department of Labor

Compliance Requirement: Eligibility
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Questioned Costs: $6,240

Finding

Criteria: In accordance with 20 CFR §602, Appendix A, §6013(A)(1)-(3) and (B), the Department of Economic
Security (Department) is required to obtain sufficient information to support eligibility and document eligibility
determinations. Specifically, the Department is required to determine eligibility in accordance with 26 U.S. Code
§3304(a)(10) and Arizona Revised Statute §23- 775(2). Under these provisions, an employee discharged for
misconduct connected with his work is ineligible for unemployment compensation.

Condition and context: For 1 of 40 case records tested, the Department’s Unemployment Insurance Administration
(Administration) provided unemployment compensation to a claimant without adequate support. Specifically, the
Administration did not obtain sufficient evidence to determine whether or not the claimant was discharged for
misconduct, resulting in a questioned cost of $6,240.

Effect: Benefits were issued to recipients who may have been ineligible. It was not practical to extend our auditing
procedures sufficiently to determine whether any additional questioned costs resulted from this finding.

Cause: The Administration did not follow its policies and procedures to request, review, and document facts in the
applicant’s case record to support eligibility decisions.

Recommendation: The Administration should enforce its policies and procedures to ensure that each decision
regarding eligibility or ineligibility is supported by documentation maintained in the applicant’s case record.

Agency Response: Concur

The Administration agrees with the recommendation. The deputy who issued this decision is no longer with the
Administration; therefore, we are unable to address this concern with the individual. However, the Administration
has facilitated Enhancement Training to adjudication staff to strengthen fact finding techniques. The Benefit
Timeliness and Quality (BTQ) unit conducts weekly quality reviews to assure that policies and procedures are
followed in accordance to 20 CFR. Based on BTQ results, supervisors provide feedback to the deputies. The
supervisors also see that the deputies complete applicable trainings.

2015-112

Cluster Name: TANF Cluster

CFDA Nos. and Names 93.558 Temporary Assistance for Needy Families

Award Numbers and Year: 1302AZTANF and 1302AZTAN3, 2013; 1402AZTANF and 1402AZTAN3, 2014;
and 1502AZTANF and 1502AZTAN3, 2015

Federal Agency: U.S. Department of Health and Human Services

Compliance Requirement: Eligibility

Questioned Costs: $106

Finding

Criteria: In accordance with 45 CFR §233.20(2), standard needs tables should be used to determine the need of
TANF applicants and recipients and the amount of the assistance payment.

Condition and context: For 1 of 40 case records tested, the Department of Economic Security’s Division of Benefits

and Medical Eligibility, Family Assistance Administration (Administration), provided cash assistance to an applicant
utilizing the incorrect standard needs tables to calculate the benefit amount, resulting in an overpayment of $106.

18



Federal Award Findings, Questioned Costs and Corrective Action Plan
(Reformatted from the FY 2015 Single Audit Report)

Effect: Benefits were issued to a recipient for an incorrect amount. It was not practical to extend our auditing
procedures sufficiently to determine whether any additional questioned costs resulted from this finding.

Cause: Due to human error, upon updating client information, incorrect needs tables were linked to the client’s
profile.

Recommendation: The Administration should ensure that upon updating client information into the system, all
changes are supported by documentation and maintained in the applicant’s records or case files.

Agency Response: Concur

The Administration agrees with the recommendation. The causes of the identified error were twofold: 1) the
client did not report changes to income timely, resulting in a potential overpayment for the benefit month of
February 2015; and 2) the assigned caseworker did not apply income changes in the correct month, and did not
report the potential overpayment to the overpayment department. To ensure that clients receive correct benefits,
the agency will follow its current policies and procedures for updating client information, and maintaining
supporting documentation for changes made to client case files. In addition, the agency will continue the existing
processes of quality assurance reviews and reinforce case management standards through periodic caseworker
training.

2015-113
Cluster Name: CCDF Cluster
CFDA Nos. and Names 93.575 Child Care and Development Block Grant
93.596 Child Care Mandatory and Matching Funds of the Child Care and
Development Fund
Award Numbers and Year: G1301AZCCDF, 2013; G1401AZCCDF, 2014; and G1501AZCCDF, 2015
Federal Agency: U.S. Department of Health and Human Services
Compliance Requirement: Activities Allowed or Unhallowed and Allowable Costs/Costs Principles
Questioned Costs: $272
Finding

Criteria: In accordance with the Department of Economic Security’s Child Care Administration’s (Administration)
provider contracts for child care providers, providers are required to maintain accurate sign-in/sign-out records for
a minimum of 5 years. In addition, providers should bill only for hours reported on the sign-in/sign-out records.

Condition and context: For 3 of 40 child care subsidies tested, the child care provider did not maintain
documentation of the hours billed, or the child care provider billed for hours not provided.

Effect: The Administration may pay for child care that was not provided.

Cause: According to the Administration, given the volume of child care provided and corresponding support, the
Administration does not review all documentation from the providers to support amounts billed. In addition, the
Administration does not require providers to submit with their billings statements all documentation of billable
hours for child care provided, but requires the provider to retain documentation for 5 years and submit
documentation if requested by the Administration.

Recommendation: The Administration should regularly remind providers to retain documentation supporting
hours billed for 5 years and that billing statements should be based on actual child care hours provided.
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Agency Response: Concur

The Child Care Administration will regularly remind providers to retain documentation supporting hours billed for
the required 5 years and remind providers the importance of ensuring billing statements are based on actual child
care hours provided. We will do this at initial training, additional trainings, during site visits, as well as placing
reminders in the provider newsletter.

2015-114

CFDA No. and Name: Not applicable
Questioned Costs: N/A

Finding

Criteria: In accordance with Office of Management and Budget (OMB) Circular A-133, §.310(b)(5), to the extent
practical, pass-through entities should identify in the Schedule of Expenditures of Federal Awards (SEFA) the total
amount provided to subrecipients from each federal program. Further, subrecipient monitoring requirements
require an entity to have procedures that allow it to identify the total amount provided to subrecipients from each
federal program.

Condition and context: The Department of Economic Security (Department) does not have detailed policies and
procedures for compiling and reconciling reported amounts to the underlying accounting records and reviewing
amounts provided to subrecipients from each federal program for SEFA reporting. In addition, the Department did
not have a uniform account code structure that it uses for all programs to identify amounts provided to
subrecipients from each federal program.

Effect: The Department may not consistently or accurately compile amounts provided to subrecipients from each
federal program for SEFA reporting.

Cause: The Department’s various divisions did not consistently account for amounts provided to subrecipients
from each federal program within the accounting system. Also, amounts provided to subrecipients and vendors
from federal programs were comingled in the Department’s accounting system.

Recommendation: The Department should develop detailed policies and procedures for compiling and reconciling
reported amounts to the underlying accounting records and reviewing the amounts provided to subrecipients from
each federal program for SEFA reporting. In addition, the Department should require that all programs use a
uniform account code structure to identify amounts provided to subrecipients from federal programs.

This finding is similar to prior-year finding 2014-108
Agency Response: Concur

New chart of account object codes have been es